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Sacrifices Ahead 


Now that the war, in all its fury has burst, one thing stands out and 











that is that Canadians must be prepared to make more and more sacrifices 
So far the war has touched us, on this side of the Atlantic, comparatively 
little, but it is evident that in the offing there are distinct sacrifices which 
must be made if Canada is to live up to its promises and is to take its fair 
share of the burden of the Empire. 

The Dominion Government announced some time ago, that, so far 
as was possible, Canada would adopt a pay as you go policy in connection 
with the war. That was possible to a degree only if the Allies were abie 
to plan the war, but unfortunately the events of the past few weeks has 
shown that they are unable to do this. 

The ravaging of Holland, Belgium and Luxembourg has proved that 
the initiative is with the German people and it is quite evident that money 
which was planned to be spent next year and the year after must be spent 
now if the Allies are to gain the supremacy so desired in the air. 

Planes which were planned to be produced some time next year or even 
after that will be of no use. They are needed now, and so it is with other 
war supplies. 

It would seem therefore that the plan to “pay as you go” policy has 
been to a large extent knocked on the head, for no amount of sacrifice would 
enable us to pay as we go if we are to dq our just part. 

Taxes will undoubtedly be raised and raised considerably, and there is 
no use in squawking about it. The situation is serious, even grave, and 
vast sums of money have to be spent now. Sums which are away over our 
ability to even think of paying as we go. 

Our industry must be geared to a new high in order to provide planes 
and other supplies, and it will probably be necessary to cut down on non- 
essentials in order that we can do our part as a nation. 

That may mean a raising of the Sales Tax, it may mean the imposing of 
a Luxury Tax and the raising of the Income Tax. Whatever it means, there 
are undoubtedly sacrifices ahead, and we should accept them in the know 
ledge that in so doing we are doing our part. 

As Accountants and as Cost Accountants, there is a big part for us t 
play, not alone in sacrifices, but in genuine assistance to our employers and 
our Empire. Let us hope that we, in common with the rest of the country 


will not fail. 
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ACROSS THE SECRETARY’S DESK 


Across the Secretary's Desk 


Recently there came across the writer’s desk, a letter from a member 
who suggested that what the Society required was more and more meetings 
of a purely discussion character. He argued that members usually obtain 
much more information from meetings of this character than from the 
usual run of guest speaker meetings. We heartily agree, but this is a 
matter for chapters to decide, and some chapters find difficulty in creating 
much enthusiasm for this type of meeting. Vancouver Chapter is an ex- 
ception, so is Hamilton. Since the formation of the Vancouver Chapter 
few, if any, guest speakers have been heard, but some member usually leads 
a discussion on a most interesting topic, and we venture to say that members 
of this chapter have received much benefit from this type of meeting. 


Hamilton Chapter will, in al! probability, have one meeting per month 
devoted to this type of meeting next season, and other chapters would do 
well to follow suit. 


In Hamilton, Toronto and London Chapters the Student Sections 
recently organized are performing a very valuable work and doubtless 
similar sections will be formed in all chapters next season. Other chapters 
have held study groups, and while these have been successful, there does 
not seem to be the same interest as there is displayed in these Student Sec- 
tions. They not only give the members of the student class the feeling that 
here he is on his own ground, but they give him real assistance from senior 
members who have gone through exactly what the student is going through 
now, and what is also very important from the Society's point of view, they 
form a reserve from which future senior members will be drawn. 


Practically all chapters report much increased activity during the past 
season, and with two exceptions memberships are up in all chapters. 


The steady growth of the Society during the past three years is evidence 
that we are on the right track, that we have something tangible to offer to 
members, both senior and student, and the growing interest, not only in 
our membership but in our work generally, is definite evidence that we are 
advancing. 


More enthusiasm than ever was displayed in our Annual Meeting last 
year in Hamilton, and we can look forward to another most successful 
meeting in Montreal on June 7 


Details of this meeting will be found on another page in this issue 
and any member in Ontario who desires to attend should communicate with 
Head Office immediately. 

Re D. 
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New Membe rs 
Toronto Chapter. 


N. Hembruff, Rolph-Clark-Stone Ltd 

T. L. Robinson, Langley'’s Limited 

W. Bayfield, Philco Products Ltd 

W. F. Earle, Viceroy Mfg. Co., Ltd 

N. D. Brooks, The T. Eaton Co. Ltd 

C. E. Murray, Can. Triangle Conduit Co. Ltd 


Hamilton Chapter. 
Roy Spence, Firestone Tire & Rubber Co. Ltd 
H. Gisel, Firth Bros. Ltd. 
T. D. Blair, Consolidated Sales Book & Wax Paper Co. Ltd 
J. M. Woodley, McLaren's Ltd 
V. Phillips, Hamilton Bridge Co., Ltd 
Niagara Peninsula Chapter. 
F. A. Goldspink, Atlas Steel Ltd., Welland 
F. Botsford, Atlas Steel Ltd., Welland 
M. R. Robinson, Maple Leaf Milling Co., Ltd., Port Colborne 
H. E. Stark, Ridgeville 
E. A Mardon, Atlas Steel Ltd., Welland 
Kitchener Chapter. 
J. L. Wood, Leland Electric Co. of Canada, Ltd., Guelph 
London Chapter. 
H. Dewar, Thos. Ashland Ltd. 
W. E. Prouse, A. Talbot & Co. Ltd 
Vancouver Chapter. 
A. W. Seaton, Granby Consolidated Mining & Smelting Co., Ltd, 


Copper Mountain, B.C 


Literature Received 


The articles published below are incorporated in the Society's Library 
and are available to members on request. 
Punch Cards as An Aid in Industrial Accounting. 
The Australian Accountant. March. 
Another splendid addition to literature on this subject 
The Rate of Overhead in Government Cost Basis Contracts. 


The Cost Accountant. March. 
This article consists of a series of questions and answers concern 


ing a subject in which many Cost Accountants are interested in thesc 
times 
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LITERATURE RECEIVED 


Economy in the Office. 
The Accountant’s Magazine. April. 

Many of us are so wrapped up in the need for economy in Pro- 
duction Costs that we cannot see the necessity, or perhaps we should 
say the possibility, of economy in the office. This short article gives 
some simple methods by which such economy can be effected. 


\ Case Study in Budgetary Control. 
N.A.C.A. April 15. 


This is a very important article in that it describes a system of 





Budgetary Control by which Direct Labour charges are controlled. 


Cost Plus Contracts for Government Work. 
Accountancy. April. 
With so many firms engaged in Government work on a Cost-Plus 


basis, this article should be extremely valuable. 


New Developments in Office Management. 
American Management Association. 
We have received from the American Management Association, 330 
West 42nd Street, New York City, four publications dealing with the 
above subject which every office manager should read. These publica- 
tions may be had from the Association at the above address and at the 
prices named against each review of these publications. We commend 


them very highly to all those interested in Office Management. 


O.M. 86: Progressive Office Management Policies—$1.00. 

Performance Standards in Office Operations, by R. E. MacNeal, As- 
sistant Secretary, The Curtis Publishing Company; Indicated Trends in 
Office Management, by F. L. Rowland, Executive Secretary, Life Office 
Management Association; The Technique of Improving Office Methods, 
by Robert Bruce, American Telephone & Telegraph Company. 

For the administraor of office work, here is a publication filled with 
practical, new suggestions. It gives the latest information on measuring 
office output and performance standards; it also discusses new tech- 


niques for improving office methods. 


O.M. 87: Attitudes and Emotional Problems of Office Employees—S0c. 
Employer-Employee Relations in the Office, by Harold B. Bergen, 
McKinsey & Company; Dealing with Emotional Problems in the Office, 
by Lydia G. Giberson, M.D., Industrial Psychiatrist, Metropolitan Life 
Insurance Company; Creating and Maintaining Employee Interest in 
Public Relations, by F. L. Hallock, System Commercial Manager, Con- 
solidated Edison Company of New York, Inc. 

Three important aspects of human relations in the office are cov- 
ered in this booklet: 1, Employee attitudes toward the company and 
higher executives; 2, Emotional problems in the office, with special 
reference to “problem employees’; and 3, The creation and mainten- 
ance of employee interest in public relations. Here is an extremely 
valuable A.M.A. publication. 
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O.M. 88: Employee Selection—Salary Administration—75c. 


Hidden Abilities of Clerical Workers, by Guy W. Wadsworth, Jr., 
Personnel Manager, Southern California Gas Company; Salary Standard- 
ization, by L. C. Lovejoy, Office and Personnel Manager, The Fisk 
Rubber Corporation; Salary Administration Plan for Factory Supetr- 
vision and Staff, by N. D. Hubbell, Training Director, Kodak Park 
Works, Eastman Kodak Company. 

Here is a valuable study for every office manager. It discusses the 
discovery of hidden abilities in clerical workers, and outlines a practical 
plan for salary standardization. This book contains one of the best 
expositions that the Association has published on salary administration 


O.M. 89: Office Equipment and Record Keeping—75c. 


The problem of Records, by Robert W. Wythes, R.C.A. Manufacturing 
Company, Inc., Camden, N.J.; New Developments in Duplicating 
Equipment, by W. Everett Jones, Supervisor, Planning Division, The 
Penn Mutual Life Insurance Company; What's New in Tabulating 
Equipment, by C. E. Willows, The Penn Mutual Life Insurance Com- 
pany, Philadelphia; Recent Developments in Accounting Machines, by 
J. F. Twomey, Assistant Comptroller, National Dairy Products Cor 
poration, New York 

Covered in this booklet are the latest developments in new office 
equipment, especially that pertaining to duplicating, tabulating and 
accounting. An important part of the booklet is given over to 
description of the record-keeping methods of a company that has mad 


great progress in this field. 


Introduction to Corporate Accounting Standards. 
American Accounting Association. 

By Professors W. A. Paton, Ph.D., C.P.A., University of Michigan, 
and A C. Littleton, Ph.D., C.P.A., University of Illinois, this mono 
graph should be of exceptional interest to all Accountants. 

In our ever changing economy, accounting, in common with almost 
everything else, has been undergoing a distinct change. As a result, the 
findings of the Accountant and particularly the manner in which he 
interprets these findings, have become the basis for many far reaching 
decisions and policies, not only in matters of business but in economic 
social and political matters. 


Undoubtedly the views expressed in this monograph will clash 


t 


with the views held by many accountants, but it should be noted that 
the work is the result of vigorous, intensive study of this problem, 
over a long period of years, by a changing group of informed and 
experienced accountants who have not only been active in teaching and 
research, but in the practice of public accounting. 

This monograph is presented as a_ personal expression of the 
authors, but is also an expression of the conviction of the many men 


who have made this work possible. We heartily commend this work 


to all Accountants. 


Copies may be obtained from the American Institute Publishing 
Co. Inc., 13 East 41st Street, New York City. Price $1.00 
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CHAPTER NOTES 


Chapter Notes 


At times there occurs a meeting with a topic of far-reaching interest. 
Such was the meeting held in the Engineer's Club on Friday, March 29th, 


Montreal Chapter. 


when Montreal Chapter, together with the Montreal branch of the General 
Accountants’ Association, gathered together to hear C. F. Elderkin, C.A., 
give us the benefit of his broad knowledge and wide experience in Income 
Tax matters—the subject of the discussion being “The Income Tax’. Mr. 
Elderkin is Honorary Secretary-Treasurer and member of the Council of the 
Society of Chartered Accountants of the Province of Quebec, and a special 
lecturer on Income Tax to the School of Commerce, McGill University, and 
the Chartered Accountants Students’ Society. He is also in public practice, 
being a member of the firm of Haskell, Elderkin & Co., Chartered Ac- 
countants. We bring the foregoing information concerning Mr. Elderkin 
to the attention of our members so that they may realize the solid, practical 
manner in which the subject was treated by our guest speaker. 

Mr. Elderkin stressed the importance of securing funds for the suc- 
cessful prosecution of the war, and stated that little relief can be expected 
from the provisions of the Act, except in certain particular circumstances. 
It is possible that amendments will be introduced at the next Session of 
Parliament in respect to what are considered to be inequalities and hard- 
ships arising under the Act as now written. Mr. Elderkin was specifically 
speaking of the Excess Profits Tax Act when making the foregoing remarks 

The definition of income and of deductable expenditures is the same 
for both the Income War Tax Act and the Excess Profits Tax Act, excepting 
that under the latter, any taxes paid under the Income War Tax Act for the 
same period, are deductable as an expense before arriving at the income on 
which the Excess Profits Tax is to be paid. The taxpayer has the option of 
paying the Excess Profits Tax under either of two schedules and may exer 
cise an annual option as to the method by which he will compute his tax 
The selection of the method depending on two conditions, the amount of 


capitalization of the company and the amount of the average earnings in 


the past four years. 

Mr. Elderkin stated that little firms may suffer as many well established 
companies, with approximately steady earning power, will pay very little tax 
under the Act, whereas a company with a low capitalization, which after 
some lean years is now beginning to make money, may be very heavily taxed, 
despite the fact that the profits do not arise from war work, or perhaps have 
not been affected in any way by the war. This being one of the reasons 
why Parliament may amend the Act at the next Session. In mentioning the 
Capital Expenditures Allowance, which came into effect in 1939, Mr. Elder- 
kin said that this was a distinct innovation in tax matters, as the allowance 
is granted as a deduction from tax instead of from income. In some cases 
this allowance would result in a very considerable saving to the taxpayer 

As this was a joint meeting of two friendly societies, we had Montreal 
Chapter Chairman, Walton Blunt, and the President of the Montreal Branch 
of the General Accountants’ Association, Marcel B. Morency, jointly occu- 
pying the chair. The speaker being introduced by Donald R. Patton and 
thanked by John Rhodes, General Secretary of our sister Society. 
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We might add that this was another of our successful dinner-lecture 
meetings. Towards the end of the evening the lecture room temperature had 
risen quite perceptibly—possibly due to a combination of the large number 
attending and the thought of paying “on or before April 30th” 

Every now and again someone thinks up a new idea for a marathon 
contest. Flag-pole sitters, endurance flights, marathon dances, and the like 
come and go. Well, without any real intent on the part of Montreal Chap- 
ter, we believe that we have set a record for a meeting. The last meeting 
held in Montreal took exactly five evenings. It started Monday, April 8th, 
and ended on the evening of Friday, April 12th, in this second half of ou: 
1939-40 activities. The history of this meeting goes somewhat as follows 

The members of Montreal Chapter thought it would be a good idea to 
visit a newspaper in full operation and then have a speaker tell us what it 
about. The idea was a good one, but here is the way it worked out, 


1 


was al 
no one had thought about balancing the equation of capacity and output, 
or, in other words, visitor capacity ration to the number of those wishing to 
visit a newspaper. Those who have read along this far in Montreal Chapter 


Notes will readily see that it took four nights to relay our members through 


this plant visit and a final night to enjoy the fruits thereof. Those of us 


who visited the “Gazette” in Montreal will never again enjoy film or novel 


depicting newspaper life. We saw, with our own eyes, that running a 
newspaper is just like operating any other business—only most of us have a 
mere monthly or yearly “deadline’’ instead of the daily “deadlines” for 
each edition found in a news assembly line. It is quite a business that of 
assembling a lot of words (which may be found in almost any decent dic- 
tionary) into the finished newspaper which, when read, we so lightly cast 
aside. One must visit a newspaper for himself to see how information 1s 
gathered and proofed; how each page is formed and what governs the 
amount of news to be carried; how under the rapid fingers of the linotype 
operator the type drops down to impress its own design in molten metal and 
then returns, each to its own appointed place, to be used again and yet again; 
how the words are spaced for even edges; how the original cast is locked 
in forms and used to make the impression on circular shaped matrices which, 
composed of alternate layers of different papers impressed when soft upon 
the forms, when hardened by a baking process, form the mold upon which 
the circular plates are cast; how these plates are transferred to the rotary 
presses; how, through roar of press and flash of dwindling newsprint roll 
your morning paper comes off the press belt folded and counted—every 
fiftieth paper being turned slightly off the right angle; how the out of town, 
the street, and the home deliveries go each their appointed ways. 

An interesting phase of the visit was our trip through the Canadian 
Press Service, where teletype machines pounded out their messages without 
human supervision being apparent. Most interesting was the name plate 
presented to each visitor—one visitor in particular having his plate made 
within the space of seconds before our eyes. 

All of this led to the evening of Friday, April 12th, when our colleague, 
J. S. Miller, Secretary-Treasurer of the Gazette Printing Company, spoke t 
us about what we had seen and how a newspaper was really operated. Hi 
talk might well have been entitled “News Behind the News Behind the 
News’. It would be impossible to visit his plant and attend the lectut 
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CHAPTER NOTES 


meeting and fail to grasp the service work performed by a newspaper to 
the community which it serves. We owe a deep debt of gratitude to Mr. 
Miller and his associates to the Gazette Printing Company for an enter- 
taining and educational week which will stand out in the historyy of Mont- 
real Chapter’s activities. 

Hamilton Chapter. 

The two meetings held by the Hamilton Chapter in April were most 
successful. At the first meeting, Mr. W. P. Tinsley of the Dominion 
Lysaght Sheet Metal Corporation, Hamilton, addressed the members on 
Foreign Exchange Control’, and the discussion which followed was among 
the best of the season. Forty-eight members attended the dinner and many 
more came along for the meeting. 

The second meeting brought Mr. Robert W. Peden, Cost Consultant of 
Detroit, who addressed the large gathering—there were fifty for dinner and 
about eighty for the meeting—on ‘Pricing the Product’. Mr. Peden gave 
his hearers a real talk and was accorded a grand reception, and at the con- 
clusion there were many questions despite the late hour and the fact that 
the Student Section convened at the close of the meeting. 

It is hoped to publish Mr. Peden’s talk in a later edition of “Cost and 
Management”, but there is no doubt that the members looked upon the 
talk as one of the best ever given to the Hamilton Chapter, and Mr. Peden 
was not only accorded a standing vote of thanks but was given a hearty 
invitation to come back at any time. 

The Student Section continues to grow, not only in numbers, but in 
enthusiasm, and they held two valuable meetings during April. On May 
2nd, the Student Section held a Plant Visit to the plant of the Cosmos Im- 
perial Mills and thirty were present for this occasion. The visit was ar- 
ranged through the kind courtesy of Ken Horton, who was unfortunately 
called to Yarmouth, Nova Scotia, due to the death of his father. All who 
know Ken will sympathize with him in this sad bereavement. 

The officers and directors of the chapter recently elected are: Chair- 
man, W. L..McMahon; Vice-Chairman, C. H. Wynn; Secretary-Treasurer, 
G. H. Greenhough. ..Directors, W. Lloyd Edwards, C.P.A.; F. A. Landeg, 
W. J. Eplett, O. H. Menzel, A. J. Mouncey, E. B. Arnold and J. W. Ham- 
mond. Representatives on Dominion Board, W. G. Smitton, W. H. Fur- 
neaux and A. J. Ballantyne. 


The chapter will hold a joint meeting with the Buffalo Chapter, 
N.A.C.A., at Buffalo on May 23rd, and it is expected that quite a number of 
Hamilton members will make the trip. A bus is being chartered for the 
occasion and it promises to be quite an affair. The speaker will be Mr. 
W. J. Cameron of Detroit, and the subject “The Human Side of Business”. 


Niagara Chapter. 

The April meeting of the chapter was one of the most successful ever 
held despite the change in date in order to accommodate the speaker who 
was Mr. R. W. Peden of Detroit, and who spoke on “Pricing the Product’. 
Mr. Peden even excelled advance notices and while the attendance was only 
about thirty-three, due largely to the change in date, it was a most successful 
meeting. 
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Kitchener Chapter. 

A near blizzard which commenced an hour or so before meeting time 
ruined the attendance at the April meeting when the speaker was Mr. Tom 
Long, of the Dominion Bank, Kitchener. Mr. Long spoke on ‘Foreign 
Exchange Control” and his talk was much appreciated and was evidenced 
by the large number of questions asked at the close. 

For the closing meeting on May 16, the speaker will be Mr. E. M 
Detwiler of the Worthington Pump and Machinery Corporation, Buffalo, 
and his subject will be, “Job and Employee Rating for Better Profits’. It 


is hoped that a large number of members will turn out for this meeting. 


London Chapter. 

Bad weather adversely affected the attendance at the April meeting of 
the chapter when the speaker was Mr. L. D. Stafford of the American Ap- 
praisal Company of Detroit, who spoke on “The Control of Plant Expendi- 
tures and Depreciation’. Despite the relatively small attendance, the dis- 
cussion period was just about the best of the season. 

For the closing meeting on May 16, arrangements have been com- 
pleted for a dinner meeting at the plant of John Labatt Limited. This will 
be in the nature of a get-together and the speaker will be the popular Vice- 
Chairman of the chapter, whose subject will be ‘The Rock of Gibraltar’ 
Officers and directors will be elected at this meeting and the attendance 
promises to be good. 

In the meantime the Student Section of the chapter continues to hold 


its meetings twice monthly and they are proving more and more popular 


Windsor Chapter. 

At the April meeting of the Windsor Chapter on April 25th the speaker 
was Mr. W. J. Blackburn, who addressed a fair attendance on ‘Insurance 
Problems’, and to say the least, it was a fine evening. The talk was really 
good and everyone present thoroughly enjoyed it. The closing meeting 
will be held on Thursday, May 23rd, and already arrangements are proceed 


ing for the usual golf game in June. 


Fort William-Port Arthur Chapter. 

The April meeting of the chapter was’a feature of the season with an 
address by Mr. S. T. McCaviour, who spoke on “A Review of the Pulp and 
Paper Industry’. It was not only a mighty fine talk, but was extremely 
interesting and was the basis for a fine editorial in the local press. The 
closing meeting will be a free dinner meeting to members at the Royal 
Edward Hotel, Fort William, on Tuesday, May 21st, when the speaker will 
be Mr. D. F. S. Boyton, Insurance Underwriters’ Association. Mr. Boyton 


will speak on “Insurance Coverage”. 


Toronto Chapter. 

Although the Toronto Chapter has concluded its meetings for the 
season, the Student Section still continues to hold meetings twice monthly 
and they are proving very successful. The last meeting was addressed by 
the Dominion President, Mr. A. G. Howey, who led a discussion on “The 
Costing of a Pair of Socks”. A provisional directorate consisting of Max 
Coutts, Wally Evans and Douglas Bott was elected to govern the section 
temporarily. 
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THE ANNUAL GENERAL MEETING 
of the Society 


Will be Held on 
FRIDAY, JUNE 7th, 


at the 
Chalet on Top of Mount Royal 


Montreal, Quebec 
® 


11.00 a.m.—The Members of the Outgoing Dominion Board will 
Convene in the Chalet on the Top of Mount Royal. 

1.00 p.m.—Luncheon, with Speakers, followed by Annual Meeting. 
Same Location. 

3.00 p.m.—Meeting of Incoming Dominion Board. Same Location. 

4.30 p.m.—Drive Outside Montreal. 

7.00 p.m.—Dinner and Show, Dominion Board and Members, at 
Chez Maurice. 


e 
SATURDAY, JUNE 8th — GOLF IN THE LAURENTIANS 


It is hoped that a large number of members will attend in order to 
make this Annual Meeting a complete success. 
Members from Ontario who intend to be present should contact 
the Secretary-Manager of the Society without delay. 

















ANNUAL GENERAL MEETING 


Notice is hereby given that the Annual General Meeting of 
the Canadian Society of Cost Accountants and Industrial Engineers 
will be held on Friday, June 7, at the Chalet on the Top of Mount 
Royal at Montreal, P.Q. The Dominion Board will meet at 
11.00 a.m. The Annual General Meeting will be held at 2.00 p.m. 
and the Incoming Dominion Board meeting at 3.00 p.m. 

(Signed) R. DAWSON. 
Secretary-Manager. 
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Bread Bakery Costs 


By 
C. W. M. COURT, A.C.A. (Aust.) 
Published by kind permission of the Australian Accountant. 


There is a tendency to subject certain industries to supervision by 
Government Boards or Committees, and generally the principal aims of 
these Boards or Committees are to eliminate unnecessary waste in an 
industry and provide for more orderly marketing with the object of giving 
the consumer a satisfactory article at a reasonable price. 

Bread-making is one of the industries in Australia that has already been 
subjected to some measure of control and for that reason more attention 
than usual has been focused on the question of bakery costs. ‘Bakery 
costing’’ in the sense that it is referred to in this article is both a weapon of 
defence against the possible fixing by Committees of selling prices which 
are too low to permit of a fair return to bakers, and an aid to efficient 
management. It will be obvious that eventually only those people who are 
interested in their ‘Costs’ and determine them regularly, can expect to 
adjust their position to enable them to trade profitably if reduced selling 
prices prevail under Government supervision. 

There are some industries in which it is difficult to decide on cleat 


divisions of expenses and even more difficult to collate the information at 


reasonable cost under the required headings. The break-making industry 
does not provide any such problems. The divisions between Production, 


Distribution and Administration are very clear, and there are some con- 
venient natural units of cost to work upon, e.g., “cost per ton of flour 
cost per bag of flour’, or “cost per loaf’. Furthermore, the accounting 1s 
made easier because bread-making is one of the few industries that can claim 
a complete cycle of operations at the end of each baking day—what was 
raw material at the beginning of the day has been manufactured and dis- 
tributed. There is no need to be arbitrary regarding the unit of cost 
selected. This is a matter best left to the discretion of the proprietor otf 
each particular business. Some bakers favour cost “per ton of flour” or “pei 
bag of flour” as they claim that the bigger unit accentuates small movements 
in cost more than “cost per loaf” does. 

Having such definite divisions of costs—the advantage of a complete 
daily cycle and easy stock inventories to take—there is no excuse for bakery 
businesses, genuinely interested in so doing, not determining their costs at 
frequent intervals and, if necessary, daily. 

The practice of annual or even half-yearly accounts is a thing of the 
past. A system can be evolved to allow for certain information daily with 
more elaborate information weekly, and a complete set of accounts each 
month. Proof of the value of information prepared at frequent intervals 
can only be convincingly obtained by a business experimenting with the 
idea for a month or two. If such experiments are conducted intelligent] 
the proprietor of the business concerned will need no further testimony 


to the value of prompt and regular information. 
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BREAD BAKERY COSTS 


Another point to be stressed at this stage is the necessity for bakers and 
their accountants to co-operate, and interest themselves in statistical as well 
as financial records. In fact, the value of regular bakery accounts is to a 
certain extent nullified if there is not a complete union between the sta- 
tistical and the financial records. 

It is desirable that the meaning of “Statistical Records” as used in this 
article be not misunderstood. The words “Statistical Records” can be made 
to cover a multiplicity of ideas, but in this article it is desired to restrict 
the meaning to various bakery records in the nature of quantities, etc., as 
distinct from the actual £s. d. records. 

Statistical records of this nature in a bakery cover a wide field, and 
some of the headings are: 

1. Amount of flour used in production daily as against the number of 
loaves produced according to bakehouse figures. 

2. The average yield in numbers of loaves per bag (or per ton) of flour 

3. The number of loaves accounted for by roundsmen, shop sales and 
“overs”, ‘‘stales’, ‘spoils’, etc., as against bakehouse figures. 

4. The number of loaves disposed of by each roundsman—The number of 
customers served by each roundsman—The average sale per customer— 
The average cash return per loaf for each roundsman. (This is a definite 
aid to disclosing leakages if each round is compared). 

5. The daily mileage covered by each roundsman. 

6. Quantities of each type of material used: 

e.g. In the Production section there is yeast, sugar, fuel, etc., where 
“quantity” information is desirable. 
In the Distribution section there is petrol and fodder, etc. 

The reconciliation of the statistical records with the financial records 
is both an interesting and a profitable procedure, and most practical bakers 
who have no accountancy knowledge seem much more inclined to interest 
themselves in discrepancies disclosed by the amalgamation of the two sets 
of records than purely £s. d. figures. For instance, if a baker can be shown 
that he is not getting a satisfactory vield in loaves per bag of flour, he will 
usually display a much more intelligent interest than if you tell him the 
flour cost is so many £’s too high. It is also easier to impress bakers with 
the extra profits to be gained from improved yields. Whilst dealing with 
this particular point, it is as well to consider the necessity of carefully 
reconciling the bakery figures of output in loaves with the bread actually 
accounted for by roundsmen, as on occasions it will be found that the bake- 
house Operatives are not over accurate in the recording of output unless 
they are being carefully supervised and, strangely enough, the bakery figures 
usually flatter the yield per bag. 

At this juncture it is desirable to suggest, for the sake of a better com- 
parison of yields per bag, that a table be devised to suit each particular 
business by which to convert each type of ‘“‘fancy’’ bread to a figure which 
will give it a “dough weight” relative to “ordinary” bread. 

When first commencing to reconcile the bakehouse yield with the 
roundsmen’s figures, rather alarming shortages are discovered and in many 
cases this is eventually traced back to inefficient recording in the bakery. 
After this recording is under control, naturally it is easier to look for leak- 


ages amongst the roundsmen. 
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The following headings are suggested (with modifications to suit 
special circumstances) for the presentation of monthly trading information 
for bakeries 


(a) PRODUCTION 
1. Materials 
(a) Flour 
(b) Yeast 
(c) Dissection of Other Materials 
2. Salaries and Wages: 
3. Fuel: 
4. Power and Light: 
5. Repairs and Maintenance Bakery and Plant: 
(Subsidiary dissections to each item or group if possible) 
6. Insurances: 
(a) Plant, etc. 
(b) Workers’ Compensation. 
Depreciation of Bakery Plant and Ovens: 
8. Other Production Costs: 
(Not warranting special headings). 


9. Total Production Costs: 


(b) DISTRIBUTION 
1. Salaries and Wages 
2. Horse and Stable Expenses: 
(a) Cart and Harness repairs 
(b} Horse Expenses 
(c) Shoeing 
(d) Fodder 
(e) Insurances re Horses and Horse Vehicles 
(f) Sundries 
3. Motor Vehicle Expenses: 
(Subsidiary dissections to each vehicle if possible) 
(a) Petrol and Oil , 
(b) Repairs 
(c) Licenses 
(d) Insurances re Motor Vehicles 
(e) Tires and Tubes 
(f) Sundries 
f. Power and Light: 
5. Insurances: (Except re Vehicle) 
(a) Sundries 
(b) Workers’ Compensation 
6. Advertising: 
Depreciation: Vehicles and any other distribution Plant (if not 
allocated to each type of vehicle under heading 2 and 3 above) 
8. Other Distribution Costs: 
(Not warranting special headings). 
9. Total Distribution Costs: 
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(c) ADMINISTRATION 

1. Salaries and Wages: 
2. Directors’ Fees: 
3. Printing and Stationery 
4. Telephone: 
5. Travelling Expenses: 
6. Power and Light: 
Discounts: 
8. Trade Subscriptions: 

(e.g., Master Bakers’ Association Subscriptions). 
9. Audit and Outside Accountancy Fees: 
10. Bank Charges, Stamps and Telegrams: 
11. Bad Debts: 
12. Insurances: 
13. Depreciation—Office Furniture 
14. Sundry other Administration Costs: 

(Not warranting special headings) 
15. Total Administration Costs: 





(d) SUNDRIES—“OTHER” COSTS 
(If not distributed elsewhere). 
1. Rent: 
2. Rates and Taxes (Except Income Tax): 

3. Depreciation of Buildings: 

4. Interest Paid on Borrowed Money: 

5. Total “Other’’ Costs: 

(e) GRAND TOTAL OF ALL COSTS 

It is as well for the section headed “Other Costs’ to be eliminated and 
the items of expense set out therein distributed in appropriate sections of 
the other divisions of costs. 

Keen analysis of costs cannot be too strongly advocated. Attention 
is at once directed to waste and inefficiency, and reliable information is 
provided on which to judge if a change in method is worth while. For 
instance, under the heading of ‘Motor Expenses” an analysis can be made 
of petrol, oil, tires, licenses, repairs, insurance, depreciation, Gt... for each 
vehicle. The advantages of such an analysis will be obvious as by taking 
statistical information regarding the mileage of each vehicle, the relative 
running costs per mile can be easily ascertained and it can be readily de- 
termined whether there are any advantages in replacing a particular trans- 
port unit 

The analysis of materials other than flour into as many headings as 
possible is beneficial. Most of the ingredients used, particularly in the 
manufacturing of fancy breads, are expensive. Unless continual analysis is 
adopted it is easy to be deceived. In a business where a considerable 
amount of fancy bread is being made the raw materials may number well 
over twenty different types. Taken in total, the gross figure may be reason- 
ably satisfactory for a period and not excite any suspicion. Analysis of 
both quantities and values may reveal that several items have been on the 
improve but that the result of the improvement has been neutralized by 
leakage, waste or carelessness in one item. Another reason in favour of 
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keeping quantity or statistical records side by side with financial records 
is the fact that buying prices alter from time to time and although the money 


figure for a particular commodity may appear practically unchanged, the 


quantity may have varied adversely or favourably, according to a movement 
in price. 
An example of this would be where the fuel used for two separate 


months according to the money figures was £10 for the first month and 


£11/5/- for the second month. A review of the figures may disclose that 


ten tons at £1 per ton were used for the first month, but for the second 


month the price per ton had risen to £1/5/- per ton and only nine tons had 
been used 

Another aspect in the keeping of bakery accounts, which has particular 
importance in view of Government supervision, is the care necessary to 
see that the costs accurately show the full expenses of operating a business 


In assessing costs for an investigation committee the costs should be those 


normally necessary having regard for legislation and awards governing the 
industry, and not necessarily those costs arrived at by ordinary accountancy 
methods. This is of particular importance in the case of a privately owned 
concern where, in many cases, the proprietor, his wife and family render 
various services often equal to he value of having the work done by 
hired labour. Many accountants will argue against the practice of assess- 
ing a proprietors worth to a business. Likewise, the same people will 
raise objection to any calculation of rental of privately owned premises 
and interest on money invested, but despite any prejudices that may have 
existed in the past, it is felt that in fairness to all concerned, the best and 
safest way is for industries subject to Government supervision to assess 
these charges accurately and fairly, and debit them against the business 
They are all expenses necessary in the operating of the concern, and some 
businesses, not so fortunately situated, have to pay for these expenses in 
cash weekly. Furthermore, there is always the chance, in the case of a 
proprietor and his family, that the proprietor or some of his family may, 
through unfortunate circumstances, become incapacitated or in some way 
incapable of fulfilling their duties, and the costs will immediately rise 
through the employment of hired labour if,a fair and reasonable charge has 
not been made against the business for seryices rendered. Naturally, when 
assessing the cost of a proprietor or his family, regard must be had for the 
fact that if hired labour was employed, Workers’ Compensation Insurance 
would be payable. 

A matter calling for a degree of common sense is the careful allocation 
of charges such as telephone, interest, depreciation, etc., against each period 
when short accounting periods are adopted. Needless to say it is essential 
to allocate the calculation for proprietors and their families over the various 
sections of production, distribution and administration according to the 
nature of the services rendered. 

The foregoing may be briefly summarised as follows: 

1. Take advantage of the clear divisions of costs between production, dis- 
tribution and administration. 
2. Take advantage of the natural units of ‘per ton of flour’, “per bag 


of flour’, and “per loaf’. 
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3. Take advantage of the complete cycle of operations each day, and the 
fact that stocktaking in the average bakery business is not as tedious 
and difficult a job as in most businesses. 

4. Place equal importance on the information to be derived from statistical 
figures as that to be derived from the financial records. 

5. Strive to combine the statistical with the financial records at all times 

6. Dissect expenses as much as possible, e.g., “Motor Expenses’ and 

Other Materials”. 

See that a bakery is being charged with all expenses fairly attributable 

to the business. 

8. Accrue expenses accurately against each accounting period 
Finally, let me stress the necessity for accountants endeavouring, above 

all other things, to make their accountancy profit-producing and not purely 
an overhead expense. This can only be done by preparing information 
promptly and reliably, and by making sure that the parties concerned take 
full advantage of the information available to eliminate wastages, leakages, 
or any drifts in customers. 

It has been my experience that business men generally are not averse to 
paying reasonable remuneration to accountants who endeavour to produce 
information which is capable of being used for immediate profit during a 
financial year rather than information which is nothing more or less than 


a post-mortem of what has happened and provides no finger-posts to the 


avenues for increasing profits. 
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SITUATIONS WANTED 


Young man, single, with many years’ experience in Banking and Accounting. 
Graduate in Cost Accounting, and with experience as Office Manager, seeks change in 
position. Fully capable of taking charge, and remuneration asked only moderate for 
good start. Well recommended and is earnestly seeking a real opportunity to display 
knowledge and ability. Apply Box 45, “‘Cost and Management’ 





A thoroughly experienced Cost and Industrial Accountant desires position with 


sound company. Well versed in cost and production work and all phases of 
accounting. Experienced also in Office Management, Purchasing, etc. Particularly 
well versed in the Canning and Food _ Industry. Apply Box 48, ‘‘Cost and 


Management”’. 





Cost Accountant, at present resident in Toronto, seeks position with progressive 
company. Particularly well versed in the Printing Industry, but has sound knowledge 
of Cost Accounting and is at liberty to go anywhere for good position. Apply Box 50, 
“Cost and Management’. 





Young man, at present engaged, seeks change to sound progressive company. Has 
had experience as Chief Accountant, Cost Accountant, Public Auditing, Payroll work, 
etc. Thoroughly practical and experienced. At present working in Ontario, but distance 
no object for good position. Box 51, ‘‘Cost and Management”’ 





Young man, 10 years’ bank expeirence, studying higher accounting and cost account 
ng, at present employed in Western Canada, desires position with industrial company 
with prospects of advancement to good man. Will go anywhere. Apply Box 52, 
Cost and Management’. 





Young man, 25 years ot age, with eight years’ experience as Bookkeeper and Ac- 
countant, desires position with sound organization. La Salle graduate. Excellent refer- 
ences. Apply Box 55, ‘‘Cost and Management”’ 





Young man, married, with many years’ experience in Accounting, Cost Accounting 
and Purchasing, Office Management, etc., at present employed in Mining Office, seek 
change. Would prefer position with sound company in Mining Industry or Industrial 
company. Distance no object if position is sound. Highest references. Ability un- 
questioned. What have you? Apply Box 56, “‘Cost and Management’’ 


Young man, with some experience on Inventories and Stock Ledger work. Student 
ot Accounting and Cost Accounting. Desires position in Toronto or vicinity. Apply 
Box 57, ‘‘Cost and Management”’ 





Young man, with both complete Junior and Senior Matriculation, two years at 
University on Mathematics and Physics, and at present studying Accounting and Cost 
Accounting, is anxious to obtain position. One year experience in Accounting and 
four years’ experience in Stores, Purchasing and Records. What have you? Apply 
Box 58, ‘‘Cost and Management’’ 








Young man with five years’ experience in,Cost Accounting and a keen student ot 
Accounting and Cost Accounting, is anxious to obtain position in Ontario Apply 
Box 59, ‘Cost and Management : 





Young man with experience in Banking, Time Study, Stock Ledgers, Bookkeeping 
Purchasing, etc. Good education and at present studying Accounting and Cost 
Accounting. Desires position with opportunities for advancement. Apply Box 60, 
Management 

















EMPLOYERS 


We have on our list several young men with experience and 
who are students of Accounting and Cost Accounting, who are 
anxious to obtain positions. Why not communicate with us when 


filling vacancies? 
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The Control of Plant Expenditures 


and Depreciation 
By 
L. D. STAFFORD 
American Appraisal Company, Detroit, Mich., U.S.A. 
An Address Before Windsor and London Chapters. 

I do not come here to-night with the answer to your depreciation 
problems. 

If one were to completely cover the subject in all of its ramifications 
and furnish illustrations, the volume would make the books of “Anthony 
Adverse” and “Gone With the Wind” look like pamphlets. You would 
have to stay here and listen to me for a month. 

My principal object in this paper is to provoke thought and considera- 
tion of the subject. I shall refer to books and publications you should get 
and read. At the conclusion, I shall da my best to answer your questions. 
If I accomplish that much, then I shall feel that our time has not been 
wasted. I hope you will be able to look out for yourselves. 

There has been much written and spoken on the subject to be discussed 
this evening. This is so true as to make it extremely difficult to avoid 
repetition. In recent years I have appeared before probably ten N.A.C.A 
chapters and perhaps 25 other organizations. Several others in our or- 
ganization have been active in a similar manner. At the Cincinnati Con- 
vention in 1936 an entire session was devoted to the subject. Mr. A. B 
Hossack, one of our Vice-Presidents, on that occasion presented many of 
our viewpoints. I, therefore, call your attention to the 1936 Year Book, 
and here a “commercial plug” for Doc Mcl.eod—he has a limited number 
of copies for sale, so I'm told. Jack DeVitt of Hammermill Paper Company 
for several years has been making the rounds of many chapters with an ex- 
tremely interesting paper on the subject and again I refer to the 1936 Year 
Book and convention where he appeared. So you see, I feel like the 
preacher whose little boy was asked if his dad prepared a new sermon every 
Sunday. “Naw,” replied the boy, “he just hollers in different places.” 

At the outset of this paper I want to dispell any possible apprehension 
or misapprehensions you may have regarding my knowledge or ability as 
an accountant. I am not an accountant. The Company with whom I have 
been associated for more than twenty years does not engage in the furnish- 
ing of accounting services. We strive to furnish information in the best 
possible form for the accountant to use, to obtain the maximum benefits 
and most accurate results. 

What I may say hereafter represents the observations of an appraisal 
engineer who after years of experience has gotten the accountant’s viewpoint 
and has established himself in a position of mutual sympathy. 

Furthermore, I do not wish to clutter your thoughts or mine with the 
old controversy of reproduction cost versus actual cost as a basis for de- 
preciation. So let’s begin with the bold statement that— 

The same accurate control applicable to other accounts is not applied 
to property and depreciation accounts—and why not? 
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I doubt if I can answer that as well as you, but the names used in 
designating these accounts may supply the clue—fixed assets, permanent 
assets, and so on. 

If we go back to the time preceding the World War when commodity 


prices were fairly constant, it was probably then that we learned to use these 


designations. To a certain degree, they might have been considered as 
fixed or permanent. That was when depreciation was little understood, 


seldom recognized and obsolescence unheard of. 

If we go back in our minds to those days when a great many of the 
present day fundamental principles of accounting were established, men were 
taught to work with their hands. They were taught to make things by 
their own art and skill. My father in my childhood days was just such a 
craftsman. It was his ambition that I become a good first-class iron moulder. 
Become a tradesman who could wield a trowel, spoon or douleender adeptly 
ind be able to draw a pattern without the slightest amount of sand dropping 
into the mould. Be able, with a helper, to produce ten castings a day about 
150 Ibs. each, without the semblance of a blow hole. In the shop where I 
had such experience—and it was then a modern institution—I would judge 
that labour probably contributed 75% to the cost of finished castings. 

Step into that shop to-day—you know as well as I what you'll see 
There will be about one-third of the number of men. Molding machines 
The production may be double the former figure 


yf many types are used. 
and direct labour has probably been more than cut in half. 

The castings are costing less to produce but by substitution of machines 
for men, a part of the labour cost is replaced by a charge of a different 
character—Depreciation of Plant Facilities. 

While labour costs, as such, are decreasing, we find property costs in- 
creasing in the relative contribution of their respective portions of unit cost 

Now it must be realized that a definition of depreciation may easily 
result in an extended argument, so far as individual items or types of 
property are concerned, but as a general practice I doubt whether serious 
controversy exists regarding the general definition that depreciation is~ to 
provide for the gradual exhaustion wear and tear of property including or 
dinary obsolescence The gradual obsolescence resulting from normal 
gress of arts and sciences, changed economic conditions, legislation, and 
otherwise can in part be predicated by the experience of many years, and 


that obsolescence should be included as a factor of depreciation, and pro- 


pro 


vision made in depreciation deductions. This is differentiated from the 
unexpected types of obsolescence, which cannot be predicated in accordance 
] 


with the experience of prior years, and losses for which should be accountex 
when and as they occur. 

Many methods are in use as a basis for determining the annual de- 
preciation, each method having some characteristics that commend its 
usage perhaps as a general practice, or perhaps as adaptable specifically to 
an individual type of industry. The production unit method has many 
points commending its usage for industries having a single product, such 
as flour and paper mills. There are sill many advocates of the reducing 
balance method of providing depreciation in which the major portion of 
the depreciation provision is taken during the early life of the asset when 
it is presumably earning at its maximum capacity. The sinking fund 
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methods desirable for an investment in a single non-replacable asset where 
the reserve will not be drawn upon to any appreciable extent during the life 
expectancy of the asset. 

The method of providing depreciation which is probably the easiest in 
its application, permitting a definite check and more commonly used is the 
so-called straight line or fixed percentage method of depreciation which con- 
templates the amortization of the cost of an asset in equal annual installments 
over its expectancy of life. The simplicity of this method commends it as 
a basis for determining depreciation provisions. However, its very great 
ease of usage has made it the cause of much of the difficulties now being 
encountered by many concerns as a result of the rapid increase in the extent 
of fully depreciated assets which continue to form a part of the earning 
capacity of a company. 

Many contend that depreciation is merely an estimate, and the sooner 
the cost of the asset is recovered through depreciation provisions, the better 
is the position of that company to meet the hazards of a continuance of their 
business. This practice is questioned by such authorities as Mr. Hoxie, 
V.P. of the New York Stock Exchange, who on several occasions has pub- 
licly urged that “It is not within the province of accountants to be con- 
servative but only to state and interpret the ‘facts’, and also “Statement of 
plant assets at $1.00 does not change the fact of the actual depreciation 
sustained”. 

It is obvious from the statement that our banking friends do not want 
a mis-statement of the facts resulting from erroneous and excessive pro- 
visions for depreciation which can only result in a constantly increasing pro- 


portion of so-called fully depreciated assets. 


oe 


I do not want to take issue with the use of straight line methods o 
accruing depreciation, as I fully recognize the many desirable features of 
the accumulation of depreciation upon this basis. 

The Treasury Department particularly, and to some extent the Board of 
Tax Appeals, is on record in approving the use of straight line methods of 
depreciation. The Board of Tax Appeals, however, recognizes the many 
inequities of this method of depreciation and in their opinion in one case 
where the question of accruing depreciation through use of the straight line 
method was in controversy with the accrual of depreciation in acéordance 
with facts determined by qualified representatives, the Board has stated ia 
its opinion as follows: 

“We have, after diligence, been unable to find any case where the 

Courts have laid down the rule that depreciation is to be determined 

by theories or mathematics. The cases are legion, however, holding 

that depreciation in each case must be determined from the facts of each 
particular case.” 

Speaking of the method claimed by the petitioner, the opinion states 
that “he took into consideration the actual use and extent of operations of 
the plant, the cost and age of the various depreciable assets” . . . ‘‘and was 
intimately acquainted with the repairs made to machinery and equipment 
each year.” 

Against this, the opinion states that “A straight line basis for de- 
preciation has been adopted by the Commissioner writing off a specified 


percentage each year quite apart from the actual conditions affecting de- 
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preciation.” The conclusions of the Board are, “we are of the opinion that 
the method used by the petitioner of establishing depreciation actually sus- 
tained during the years in controversy are more accurate and reasonable 
than the one used by the Commissioner.” 

It is obvious that the method of depreciation in this case advocated by 
the Board of Tax Appeals would never result in any fully depreciated assets 
and that the extent to which many companies are now seriously embarrassed 
by much of their asset value falling into the class of so-called fully de- 
preciated assets would never have occurred had there been less consideration 
of theory and mathematics, and more consideration of the facts governing 
the operation and maintenance of the depreciable property. 

When I say embarrassed-——I mean embarrassed! 

The question now present is what steps are necessary to insure a cor- 
rection of accounting errors for depreciation during the future, and a rea- 
sonable distribution of the amount recoverable through depreciation for the 
assets in use at the present time. 

This problem affects those companies who have attempted to carry 
forward their property accounts in total or at best segregated to a few 
major types of accounts, and to depreciate these properties through use of 
a composite rate of depreciation. Those companies that have maintained 
plant ledger records of their properties and have accrued their depreciation 
in accordance with the normal expectancy of life in accordance with the dif- 
ferent items, or groups of items having a similar expectancy of life, are 
encountering less difficulty even though they have continued the use o 
straight line depreciation based purely upon theory and mathematics, anx 
without the periodical adjustments necessary for a consideration of the facts 

Statistics show that the fixed property accounts represent from 50% 
to 80% of the gross assets of the average industrial concern, and the earning 
statements even during periods of prosperity indicate that the items of de- 
preciation, repairs, etc., controlled by the extent of the fixed properties in 
many cases equals or exceeds the normal earning capacity of the plant. 

The necessity of accurately accounting for so large a proportion of the 
assets of the company, prohibits the use of the fixed property accounts as 
a dumping ground through which earnings can be misstated by an incorrect 
accounting of the fixed asset costs in an erroneous endeavour of placing the 
assets upon a so-called conservative basis. 

The failure to establish a fixed and definite policy for providing de- 
preciation in accordance with the facts, and for differentiating between 
capital expenditures, maintenance and repair costs, generally results in an 
incorrect earning statement as well as inaccurate knowledge of the most 
important assets in the balance sheets. See 1936 Year Book. 

The Bureau of Internal Revenue is now quite definitely committed to 
the plant ledger control of property accounts and to the use of item rates 
of depreciation or their equivalent, subject to modification in accordance 
with the facts in each individual case. 

Their pamphlet on “Income Tax, Depreciation and Obsolescence 
reads in part as follows: 

“The Bureau of Internal Revenue considers depreciation by items 
or by groups of items having practically identical physical characteristics 
and length of life to be the soundest method of accounting.” 
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At the same time, the Bureau states that it “will not ordinarily approve 
a composite rate of depreciation which is applied to property as a whole.” 

The advantage of this principle as compared with the use of a composite 
rate of depreciation, is that item property accounting permits a division of 
the composite rate, and the assignment of item rates representing the spread 
of the life expectancy for the individual assets going to make up the average 
indicated by the composite rate. It further permits the adjustment of rates 
and remaining expectancy of life from time to time, when and as an ad- 
justment is necessary in accordance with the facts. 

A concern that has accounted for their properties through one com- 
posite rate of depreciation to all interests and purposes has just one 
property unit, a part of the cost of which may have become fully depreciated 
through the mathematical application of the composite rate and expired life 
of the expended cost. The amount recoverable through depreciation can 
be spread over the remaining expectancy of life of the assets actually in use 
where a plant ledger basis of property control is established in accordance 
with the present recommendations of the Treasury Department. Subsequent 
depreciation can then be computed, using as a depreciation base, the costs 
of the assets actually in use, and that cost less the distributed depreciation 
reserve, as previously accumulated, recovered during this remaining expect- 
ancy of life. 

The methods used for determining the original cost of the assets in 
use depend upon the available records of the company, and in most cases 
require some decrease of estimate in the distribution of costs based upon 
the character of the asset and the period during which it was acquired 
Fundamentally the existence of the asset and its remaining expectancy of 
life is the basic evidence upon which the distribution of the property costs 
should be determined and the allocation of the depreciation reserve made. 

The problem of adequate property control requires consideration of its 
many uses and should not be limited to the adoption of property records 
designed for tax purposes alone. Cost accounting, earning statements, bal- 
ance sheet, engineering specifications, budget provisions, insurance records, 
and many questions of departmental and production center locations and 
investment all require consideration as well as specialized problems which 
arise from time to time. 

It has been stated that property is a deferred operating cost awaiting its 
chance to find its way as a part of the costs issuing from the plant. May I 
ask whether this investment is a cost which should be fixed with any less 
degree of certainty than the cost of material entering the inventory which 
are periodically adjusted to cost or market. This basic economic principle 
of industry encourages the replacement of property dollars out of current 
earnings and if the labour and material measure of those property dollars 
has fluctuated, should not that fluctuation be reflected in operating costs 
for fixed properties to the same extent as for inventory. You are selling a 
part of your plant with every unit of production and should not that sale be 
on the same fair basis of disposal that you would consider proper if you 
sold your plant as a whole. 

The continued use of the errors resulting from composite rates of de- 
preciation and inadequate property control with the mounting bugbear of 
fully depreciated assets, certainly does not tend to correct earning state- 


151 








COST AND MANAGEMENT 


ments, and it is only through item property control governed by a period- 
ical check of the actual facts evidenced by the property itself that deprecia- 
tion can be accumulated in accordance with those facts and that the desirable 
features of the straight line method of accruing depreciation can be con- 
tinued with the adjustments to that method necessary to meet the unusual 


conditions occurring during the different periods of a plant operation. 


Correct property accounting is desirable for the simplest form of cost 
finding and becomes an added requirement for departmental cost accounting 
The increased use of labour saving equipment and the resulting decrease in 
the proportion of labour to total production costs, makes it essential to 
find a basis other than labour for the distribution of burden. Many con- 
cerns have solved this problem with production or machine center rates 
having a large proportion of burden distributed to the machine hour rate 
Property records furnish the basis for computing and carrying forward 


machine hour rates. 


The descriptive detail of adequate item property records should be suf 
ficient to permit a distribution of costs by replaceable parts of buildings and 
equipment, providing the added detail where the amount of the investment 
and the type of the property makes added detail desirable, and eliminates 
detail for those types of property that should be treated as group totals and 
handled on the property records as a departmental investment. Generally 
buildings and major equipment should be included in the former and minor 


equipment in the latter class of asset grouping. 


The success of a fixed property record is in direct proportion to its 
simplicity. We have seen the most complete records abandoned because of 
the clerical detail required for their maintenance. The problem can_ be 
solved, and with proper co-operation between accounting, engineering and 
production departments, a simple record can be maintained at a minimum 
cost and provide an adequate property control by departments and machine 
centers which will permit of the accrual of depreciation basically using the 
advantages of the straight line method and permitting periodic adjustments 
in the application of that method made necessary by unusual conditions when 


and as they occur. 


The establishment of annual rates of depreciation necessitates an analysis 
of the important elements contributing to depreciation losses. Wear and 
tear is probably the most evident form of depreciation, possibly having the 
least ultimate effect upon property losses as a result of the offsetting main 
tenance and renewals. Obsolescence is the important element of deprecia 
tion. It may be divided into ordinary obsolescence resulting from the 
gradual changes occurring in the progress of the art provisions for which 
is usually made through depreciation allowance, and extraordinary obso 
lescence resulting from radical and unusual changes in the design or use of 
equipment losses for which should be taken as they occur. I wish to furthe: 
segregate that part of obsolescence which may be termed as lack of utility 
A machine may be the best on the market for the purpose for which it was 
designed and as a machine no obsolescence exists, but because of a changs 
in the product or policy of a company that machine may lose its utility 
as a part of that company’s plant, and its value becomes measured by th« 
second-hand market for equipment of that character. 
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Wear and tear as an element of depreciation requires a definite stand- 
ardization in the policy of accounting for maintenance and renewals. The 
general principle is unquestionably sound that repairs should be expensed 
which neither materially add to the value of the property nor appreciably 
prolong its life. However, the life expectancy of property is dependent upon 
the maintenance policy and should be increased or decreased in accordance 
with the extent to which costs are considered as maintenance and expensed 
or as renewals and debited to the depreciation reserve. The greater the ac- 
counting of renewals as a part of maintenance expense, the longer the life 
expectancy should be, and as a greater proportion of maintenance and 


renewal costs are accounted as debits to the depreciation reserve the life 


expectancy should be shortened, to be extended when and as such renewals 


are made. 

It is relatively simple to provide a standardized basis for the considera- 
tion of maintenance and renewals, and where this standard is set the life 
expectance of property as affected by wear, tear, and ordinary obsolescence 
may be reasonably fixed. Schedules of the various types and classifications 
of equipment can be prepared and specifications established to determine 
the character of costs which should be capitalized debited to the deprecia-. 
tion reserve, and expensed respectively. Such specifications are a necessary 
requisite to the establishment of depreciation rates and are desirable for 
sound property accounting. A uniformity of practice, with such specifica- 
tions, is made possible, which is seldom obtained when the accounting for 
each expenditure is decided as an individual case. 

Specific obsolescence occurs with such rapidity and its results are so 
unexpected as to prohibit a reasonable basis for anticipating its occurrence. 
The Segregated form of obsolescence, which I have termed previously as 
lack of utility, presents a problem peculiar to each plant and comparative 
only where conditions are exactly similar, both in plant operation and 
product manufactured. Property accounting usually does not attempt to 
anticipate such losses through depreciation deductions. 

The determination of item rates of depreciation for any industry pre- 
sents an intricate problem which should be subject to careful consideration 
of all facts necessary to determine the average expectancy of life of major 
types of equipment. Careful consideration should be given to the fluctuation 
in the life expectancy of property in accordance with the policy of renewals 
and replacements considered adequate in the property accounting in each 
case. The economic market for the product should be carefully studied 
and the utility of the property to profitably meet the requirements of that 
market as controlling the useful life of the property units as parts of a going 
concern are all factors governing the establishment of annual rates of 
depreciation. 

About two weeks after the foregoing part of this paper was prepared, 
there came from our association headquarters, a bulletin containing three 
individual expressions relating to the subject of adjusting rates of de- 
preciation to reflect increasing or declining plant activity. Under carefully 
selected conditions, our company has advocated such a practice for at least 
fifteen years. I refer you for study to the N.A.C.A. Bulletin of February 
Ist. This idea is not new, but is one that has not received up to now the 
consideration it deserves. 
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Perhaps the first attempt along these lines goes back as far as thirty 
years or more. It was then generally the practice to write off depreciation 
in the good years and take little or none in the bad years. While it was 
not so stated, this practice war, for the most part, a reflection of plant 
activity. When machinery is operating at or near capacity, the result is 
profits. When there is little or no activity, the result is losses. 

I don't believe that anyone here will dispute the fact that machinery 
and equipment will last longer if not used, and likewise wear out quicker 
if in constant use. Certain assets may not be subject to such modification 
especially buildings and office furniture and equipment. 

No rule or formula can be given that can be safely followed by you and 
you and you. Just as has been stressed throughout this paper, each is an 
individual problem, and must be individually analyzed. In the booklet to 
which I have referred, you will find three distinct illustrations—each one 
different and each having some merits 


I can add another illustration—in Detroit we have a client who manu- 


factures auto accessories.. There are 35 manufacturing departments. We 
have them keep schedules of productive hours in each. This information 


is available for five years. Each year, we add to the schedule a new average 
and then determine our current year factor by comparison of the current 
year production activity schedule with the newly established five yeai 
average 

It has been generally believed that such modifications of rates was 
limited to so-called basic industries such as lumber, iron, steel, etc., or a 
single product plant, but here is application to a manufacturer who makes 
ten products, that has proven both successful and beneficial for seven years 


I could cite many more, each one different from the other. 


Let me not be misunderstood—I do not advocate this as a means ot 
saving Federal Taxes. If such is the result, I consider it secondary in ini- 
portance to establishing a depreciation policy based on facts rather than 
fancy. It will, of course, generally follow that the years of low production, 


the years of smaller depreciation charges—are likewise the years of small 
r no profits at all. Suffice it to.state that the Treasury Department 


profits « 
recognizes the principle and in general. approves proper application of it 


when in TD4422 they state in connection with depreciation that it shall b 


C 


computed upon some recognized basis such as “units of production”. 


1 


We believe that through careful analysis and the exercise of good 


judgment, correct depreciation rates can be reasonably and quite definitely 


f 


established. Such rates can be established for various items or types of 
equipment under specified conditions of usage and accounting policy. An 
analysis of the property investment as shown by the plant ledger record, 
permits the distribution of that investment to the various items or units of 
property and forms a basis for computing a weighted average rate of de 
preciation by accounts in each departmental division or production cente: 
This will provide a basis for establishing and carrying forward a deprecia 
tion reserve in accordance with the facts at each individual plant and upon 
a simple and yet complete system of property accounting which has flexi 
bility of the use of composite rates of depreciation. The application of 

weighted average rate permits of the accounting of depreciation adjust 
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ments for property deductions without the clerical detail required by the 
continued use of such depreciation methods applied to all property units. 

I wish to close by again stating that in our opinion the use of a plant 
ledger for your property accounts with item rates of depreciation or their 
equivalent, periodically adjusted in accordance with the facts will reduce 
the question of fully depreciated assets to a minimum, if it does not eliminate 
it entirely. We further suggest that for those companies who have not 
availed themselves of this type of property record, that a correction of their 
accounts at this time is proper and permissable, and that future depreciation 
deductions can and should be based upon the assets actually in use and form 


a part of your company’s income earning capacity. 
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The Dominion-Provincial Relations 
Report 


(Contributed) 


The report of the Royal Commission dealing with Dominion and Pro- 
vincial Relations has been tabled in the House of Commons and is a most 
voluminous document from all accounts, comprising some three volumes, 
backed by the most formidable array of statistics and appendices that has 
ever accompanied any report to Parliament. Even at this early date, much 
has been said and written concerning this report, and much more will be 
said and written concerning it. The question is, what will become of it 
Will the Canadian Government make an attempt to deal with it and put 
at least some of its recommendations into practice or will it be shelved 
until the conclusion of the war? Early indications are that probably there 
will be trouble in obtaining the consent of at least some Provincial Govern- 
ments to some oft the recommendations but, from a more or less cursory 
glance at some of the main provisions or recommendations it would seem 
that here is a report that does mean something. A most determined effort 
has apparently been made to eradicate some of our present ills and every 
consideration should be given to the report and its many recommendations 
Granted that some may be considered drastic, granted that some of them 
may upset some of our calculations as to what the answers are and how 
they should be dealt with, here is apparently the most concrete effort that 
has yet been made to deal with the situation and to prevent us from many 
pitfalls that have previously stumped us. 

First of all what are the main points in this report, or rather reports, 
for there are two plans, but perhaps we should consider only the main 
plan? Here they are: 

1. Dominion Government assumes entire responsibility for unemploy- 
ment relief for employables. el 
2. Dominion assumes entire Provincial (but not municipal) debt. 

3. Provinces withdraw from income, inheritance and corporation tax 
helds. Also surrender all present subsidies. 

4. Dominion respects remaining revenue sources of Provinces. 

5. National adjustment grants paid annually to Provinces, according 
to need, to maintain national average services without excessive taxation 
Emergency grants would be used to deal with abnormal conditions. 

6. Future Provincial and municipal borrowing in Canadian funds only 
Provinces still borrow on own credit or, if loans approved by Dominion 
Finance Commission, on credit of Canada. 

7. No control of Provincial expenditures. ‘Real Provincial autonomy 
in local matters. Greater Provincial control over municipal finances advised 

8. Broadening of incomes tax base, increasing-burden on lower an 
middle brackets and increasing succession duties. Progressive elimination 


of sales tax. 
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9. Dominion jurisdiction over unemployment insurance, basic hours 
and wages, and a national employment service All welfare services but 


relief would remain with Provinces. 


10. General review of freight rates urged. No opinion on railway 
amalgamation, as outside scope Dire dangers of uncontrolled rail-highway 
rivalry pointed out. 


11. Regular Dominion-Provincial conferences to be held, with a per- 


manent Dominion secretariat. 


Merger of Prairie Provinces and merger of Maritime Provinces 


held of small gain, even if possible. 


A study of these main points would lead one to believe that of all 
the Provinces, Ontario would feel the effect more than any other, but the 
Commission insists that the long range picture more than offsets any losses 
that Ontario may experience under this plan. The difficulty is to convince 
a Province, the head of which is so antagonistic to the Dominion Govern- 
ment, on this point. But, should not our leaders be concerned with the 


country as a whole rather than one Province? 





It is said that surprisingly few changes will be necessary in the British 
North America Act under this plan, but the Commission does not provide 
any recommendation as to how these changes are to be effected, feeling that 
this question is one which should be left to the Dominion and the Provinces 
to work out. This seems to be the crux of the whole matter. How can 
this be done? Perhaps only two Provinces would fail to fall into line, 
Alberta and Ontario, and one cannot conceive Alberta giving much trouble 
Ontario would seem to be the stumbling block, at least at this stage of the 


situation. 


Higher Income Tax Favoured. 


The report favours a higher income tax and a gradual reduction of a 


number of other taxes, but it is doubtful if this could be done under the 


present war situation. However, most thinking people will agree that 
under normal circumstances, such a change would be very desirable. It 


also cites the Sales Tax as a leading example of levies which increase the 
cost of doing business. Regarding taxation, the report points out that the 
main defect of our present tax system is that such taxes as have been leview 
in the past are a tax on the cost of business rather than on business profits 
It must be remembered of course that the Commission sat and concluded 
it findings before war was declared and therefore some of the recommenda- 
tions regarding taxation will be, for the moment, more or less impossible 

Here is a sample of what the Commission has to say regarding 
taxation: 

In Canada a larger part of the total revenue of Governments than in 
comparable countries has been raised by taxes which increase costs 
This harmful taxation is not merely the result of a mistaken policy which 
can be changed at will, but is a practically inevitable consequence of the 
present allocation o f the burdens of Governments and of the sources of 


revenue as between the Dominion and the Provinces.” 











COST AND MANAGEMENT 
Unemployment Insurance. 


The Commission favours Dominion jurisdiction over Unemployment 
Insurance, which means also, it is presumed, Contributory Old Age Pension 
insurance to replace our present inadequate and somewhat present pauper- 
izing system, and here is something concerning which there should be little 
trouble in putting into effect quickly. 


It may be said, and probably will be said, that we must give all our 
thoughts and efffforts to the winning of the war (why don’t we stop talking 
so much about it and do a little more), but the fact remains that Canada 
will live after the war is over and some provision must be made in order 


that our country will be a far better place in which to live. 


By this we do not mean that we should not give cur utmost to the 
winning of the war, but that we should not overlook the facts which stare 
us in the face, that many of the recommendations contained in this report, 
will not interfere with our war effort, and will in fact assist it, but will 
also prepare us to some degree for the aftermath of war, and, howeve1 
much we try to disguise it or to evade the point, that is something we have 


to begin to tackle right now. 


All in all, the report is one of the most important that has ever been 
presented to the Dominion Parliament. It is complete in almost every detail 
and represents months of earnest work and effort. It has been compared by 
one writer as something like a “Bill of Rights’, and while some of its 
recommendations probably cannot be put into force at this stage, neverthe- 
less it is a report that should be given very earnest and sympathetic con- 


sideration by every thinking man in Canada. 
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